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ABSTRACT 


This  study  provides  a  detaiiled  exaninatidn  of  physician  practice  earnings,  by 
specialty,   Ln  cdnparisdn  td  earnings   in  dther  occupatidns.     RecdgnizLng  that 
grdss    earnings    cdnparisdns   nay   seridusly    iistdrt    true  Interdccupatidnal 
differences  in  ecdndnic   rewards   when  earnings   differentials  cdnpensate  fdr 
Other  differences  between  occupatidns,    the  analysis  incdrpdrates  adjustnents 
fdr  Interdccupatidnal  differences  in  (a)   schddling  and  dther  training  cdsts 
(including  fdregdne  earnings),   (b)   tine  devdted  td  prdfessidnal  activity  and 
(c)    observable   individual   characteristics   (especially   age   and   labdr  fdrce 
experience)  . 

The  analysis  Of  Occupational  earnings  in  calendar  year  V3n  leads  to  the 
clear  conclusion  that,    adjusting   for   interoccupational   differences   in  the 
various  indicated  dimensions,  earnings  in  naedicine  were  quite  high  relative  to 
earnings    in    all    Other    Occupations.      As    an   order   Of   nagnltude,  the 
differentially  high  earnings  Of  physicians  were  equivalent  (in  constant  1972 
dollars)   to  a  life  annuity  paying  between  $3,000  and  B1'5.000  in  each  year 
after  age  18.     Differently  stated,  the  real  rate  of  return  to  investment  in  a 
•nedical  career  was  at  least  12  to  116  percent. 

Examination  Of  earnings  changes  over  the  decade  1957  to  1'977  revealed 
that  earnings  in  virtually  all  other  professional  occupations  had  declined, 
especially  after  1i972.     In  contrast,   evidence  df  an  Increase  In  physician 
earnings  pdssibly  as  great  as  75  percent   (li967  td  1i977)   was  fdund.  Health 
prdfessidnals  dther  than  physicians  represented  the  dnly  dther  prdfessidnal 
grdup  exhibiting  significant  earnings  growth  over  this  decade. 

By  comparison  to   general   practice,    physician  specialization  was  also 
found  to  be  generally  profitable  In  1977.     This  was  especially  true  of  the 
surgical  specialties,  In  which  earnings  differentials  were  equivalent  to  life 
annuities  Of  between  S3t000  and  B9,0Q0  per  year,   corresponding   to  a  real 
internal  rate  of  return  at  least  as  high  as  that  associated  with  basic  medical 
training.     Pediatrics  was  found  to  be  the  only  specialty  in  which  adjusted 
earnings  were  significantly  lower  than  earnings  in  general  practice. 

Having  found   substantial  evidence  of  a  significant  component  Of  pure 
economic  rent   In  physician  earnings,   the  market  conditions  confronting  the 
individual  practitioner  and  giving  rise  to  these  supranormal  earnings  were 
explored.     By  comparison  to  incumbents  in  other  occupations,  physicians  were 
found  to  confront  extremely  Inelastic  demands  for  their  services,  permitting 
substantial    price   discretion   with  Only   attenuated   consequences   for  the 
quantity  Of  services  demanded.     Again,   surgical   specialists  were   found  to 
confront  especially  low  elasticities  Of  demand.     This  finding  df  very  low 
elasticities  Of  demand  for  the  services  Of  individual  practitioners  suggests 
that    even   relatively   slight    increases    in   competition    might    result  In 
significant  reductions  in  physician  fees  and  earnings. 
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SUMMARY 


1.       THE  ECONOMIC  AND  PUBLIC  POLICY  SIGNIFICANCE  OF  INTSROGCUPATIOHAL  EARNINGS 
DIFFERENTIALS 

WhLIe  fnedical   practice   iJs  cdnmonly  perceivei   td   be  a  highly  renunerat Ive 
professldn,    and    despite   the    fact    that    this   perceptldn   Is   suppdrted  by 
descriptive  data  generally  available  cdncernlng  physician  earnings,  the  Issue 
df  the  degree  td  which  the  ecdnonlc  status  df  physicians  actually  exceeds  that 
df  persdns  In  dther  prdfessldns  has  been  a  subject  df  recurrent  debate  iin  the 
ecdnd-nlcs  and  public-  pdllcy  literatures. 

Mdst  briefly  stated,  grdss  Interdccupatidnal  earnings  differentials  -nay 
prdvlde   very   inaccurate    indices   df   the    relative   ecdndnlc    pdsltldns  df 
different  prdfessldns  when  dther  differences  between  the  varidus  prdfessldns 
are  taken  intd  accdunt.     Thus,  by  cdnparisdn  td  dthers,  dne  prdfessldn  nay 
require,  e.g.,  a  prdldnged  and  expensive  perldd  df  training  and  the  devdtidn 
df  Idng  hdurs  td  ardudus  prdfessidnal  labdr,   and  any  dbserved  difference  iln 
earnings  between  this  and  dther  dccupatidns  nay  serve  dnly  td  cdnpensate 
practltldners  fdr  these  greater  pecuniary  and  ndnpecunlary  demands.     In  this 
event,  earnings  differences  between  prdfessldns  are  "equalizing"   rather  than 
the  reverse;  a  reductidn  in  earnings  in  the  higher-  earning  prdfessldn  wduld 
place  incunbents   in  that   prdfessldn  in  an  inferldr   pdsltldn  relative  td 
dthers. 

If  all   prdfessidnal   and   related  markets,    including   the  markets  fdr 
dccupatldnal  prsparatidn  (schddling  and  training),  were  perfectly  cdmpetltive , 
then  any  dbserved  interdccupatidnal  earnings  differences  cduld  be  assumed  td 
be  cdmpensatdry  and  equalizing;   dtherwise  rates  df  entry  intd  the  higher- 
earning    prdfessldn   wduld    rise   until    earnings    and    dther   cdnditldns  df 
empldyment  had  deteridratei ,  dn  balance,  td  levels  dbserved  elsewhere. 

Obvidusly,  hdwever,  all  relevant  markets  are  ndt  perfectly  cdmpetitive. 
In  fact,  in  many  prdfessldns    :dmpetltldn  is  severely  cdnstrained,  generally  as 
a  result  df  direct  dr  indirect   interventidn  by  the   state.     Thus,  public 
prdvisidn  df  and/dr  cdntrdl  dver  schddling  may  result   in  a  limitatida  df 
schddling  dppdrtunities  relative  td  the  demanl  fdr  schddling,  licensure  laws 
may  restrict   access  td   prdfessidnal   practice  td   thdse  whd  have  cdmpleted 
particular  cdurses  df  training  and   have  met  specified   (althdugh  pdssibly 
arbitrary  and  irrelevant)   standards,  particular  rights  and  privileges  (e.g., 
the  right  td  prescribe  certain  cdntrdlled  substances  dr  td  perfdrm  particular 
prdcedures)    may  be    unnecessarily   restricted    td    incumbents    in  selected 
dccupatidns  entry  intd  which  is  restricted,  direct  dr  indirect  cdntrdl  dver 
the  individual  practitidner  may  be  vested  in  drganized  representatives  df  the 
prdfessldn,  either  directly  (as  in  the  case  df  state-  sanctidned  agencies  df 
"selfregulatidn")  dr  indirectly  (as  in  the  vesting  df  cdntrdl  dver  the  right 
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td   aduit   patients   to  a  public  or  voluntary  hOspiital    la   representatives  df 
already  affiliated  pract itidners) ,   etc.     Under  these  circunstance  there  is  no 
a  priori   justification  for  the  Interpretation  of  observed   interoccupat ional 
earnings  differentials  as  equalizing  or  cOnpensato ry . 

While    the    true    ecOnOnic    significance    of  Observed    interoccupat iOnal 
earnings  differences  Tiay  be  ambiguous,  their  interpretation  is  Of  great  public 
policy  significance.      This   is   especially  the   case   with   reference   to  the 
medical  profession.     State  and,   to  a  lesser  extent,  federal  actions  constitute 
the  primary  determinant  Of  the  supply  of  Opportunities  for  medical  education 
and  Of  the  terms  on  which  medical   education  is   acquired;    if  the  apparently 
high  earnings  Of  physicians  are  not  equalizing,    this  would  provide  a  strong 
justification   for   significantly   reducing   subsidies    td    medical  education. 
Similarly,     federal    and    Other    third-    party    policies    concerning  the 
reimbursement  Of  hospital   costs   serve   to    influence   if  not   determine  the 
remuneration  Of  persons  engaged  in  graduate  medical  training  (internships  and 
residencies) redefinitions  Of  reimbursable  cOsts  could  greatly  increase  the 
costs   and/or   reduce  the   supply  of  training  opportunities.     Because  Of  the 
increasingly  important   rdle  Of  government  in  the  financing  of  medical  care, 
direct  public  control  over  the  earnings  df  medical  practitidners  has  been  the 
fdcus   df   increasing   legislative    and    administrative    interest,    while  the 
consequences  Of  particular  public  policy  interventions  may  depend  critically 
dn  the   true  sources  Of  Observed,   ostensibly  excessive  physician  earnings. 
Fi'nally,   prdpdsals  for  enhanced  competition  in  medical  markets,   i.e.,  fdr 
reducing   the   anticdmpetitive   pdwers  df  gdvemmental   and  quasigovernmental 
(e.g.,  practitioner)  agencies,  as  a  device  by  which  to  restrain  the  growth  Of 
medical  care  costs  will  depend  fdr  their  effectiveness  on  the  actual  existence 
df  a  significant  cdmpdnent  df  monopoly  rent  in  current  physician  earnings. 

The  principle  purpose  Of  this  study  lis  to  contribute  td  the  understanding 
df  the  sdurces  and   signficance  df  dbserved  physician  earnings  relative  td 
earnings  in  Other  prdfessidnal  dccupatidns. 


2.       ABSENCE  OP  EVIDENCE  THAT  HIGH  PHYSICIAN  EARNINGS  ARE  COMPENSATORY 


Td  test  the  hypothesis  that  dbserved  "suprandrmal"  physician  earnings  simply 
serve  td  compensate  physicians  fdr  the  expense  df  their  prdldnged  training  and 
fdr  the   ardudusness  df  nedical   practice,    earnings  df  physicians   and  df 
incumbents    in   2V    dther    prdfessidnal,    technical    and    managerial  (PTi^O 
occupations  were  subjected  td  detailed  examinatidn.     Specifically,  within  each 
dccupatidn  the  relationship  between  earnings  and  such  factdrs  as  (ll)  hours 
devoted  to  wdrk,  (2)  prdfessidnal  experience,   (3)  schdoling  and  (4-)  location 
was    estimated.      On    this    basis    a    lifetime    earnings    profile    fdr  the 
representative  incumbent  in  each  Occupation  was  derived,  indicating  the  mean 
earnings   which  he  would   expect   td  receive   in  each  year  df  his  wdrkirig 
lifetime.     Earnings   in  each  year  were  then  adjusted   fdr  hdurs-  of-  wdrk 
differentials  between  dccupatidns,  and  the  present  value  df  the  representative 
incumbent's  expected   lifetime  earnings,   net  df  schddling  cdsts  (including 
fdregdne  earnings),  was  derived,  with  appropriate  adjustments  for  prospective 
mortality.     For  each  Occupation  the  difference  between  this  present  value  and 
the  mean  present  value  for  all  PTi^  Occupations  was  converted  to  an  "annuity 
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equivalent,"  i.e.,   td  that  life  annuity  (expressed  in  constant  1972  ddllars), 
payable  In  each  year  after  age  18,  which  the  Observed  differential  in  lifetime 
earnings  wOuld  purchase.     These  annuity  equivalents.  Incorporating  adjustiients 
for  InterOccupatlOnal  differences  in  the  costs  Of  training  and  in  subsequent 
work  effort,   provide  an  Index  Of  the  relative  profitability  Of  alternative 
occupations. 

The    results    Of   this    examination    are    entirely   consistent    with  the 
hypothesis  that  a  substantial  ele-nent  Of  pure  econonlc  rent  Is  Incorporated  in 
physician  earnings.     In  1977  the  adjusted  present  value  of  expected  lifetime 
earnings  of  physicians  exceeded  that  Of  Incumbents  In  any  Other  occupation, 
possibly  by  as  much  as  50  percent.     Expressed  as  a  post-  age-  li8  liJfe  annuity 
payable  In  constant  1972  dollars,  the  excess  Of  the  representative  physician's 
earnings  over   those  of  the   average   professional,    technical   Or  managerial 
worker  was  equivalent   to   an  annual   annuity  payment  Of  between  S5tOOO  and 
$115,000. 

Perhaps  more   Importantly,    the   statistical   evidence   Indicates  that  the 
absolute  economic  status  of  physicians  improved  substantially  Over  the  decade 
1967  td  1*977 ,  while  that  of  Incumbents  In  virtually  all  Other  professional, 
technical    and   managerial   dccupatlOns  deteriorated,    especially  after  1i972. 
Nonphyslcian  health  professionals  (dentists,   podiatrists,   etc.)  cdnstltuted 
the  dnly  dther  prdfessldnal  occupation   In  which  significant    Increases  In 
adjusted  earnings  were  Observed  over  this  decade. 

The  relative,  adjusted  economic  statuses  Of  the  various  Occupations  (as 
measured  by  the  Implied  annuity  equivalents)  are  portrayed  in  Table  0.1  for 
the  years  1967,    1972  and  1i977.     That  table,  however,   fails  to  indicate  the 
extreme  degree  of  the  develdplng  gap  between  physicians   and  dther  health 
prdfessidnals,  dn  the  dne  hand,  and  dther  prdfessidns.     Thus,   frdm  a  1957 
pdsltidn  df  virtual  equality  with  lawyers,   even  dn  the  basis  df  the  mdst 
cdnservative  evidence  the  annuity  equivalent  df  physicians  was  more  than  twice 
that  df  lawyers   In   1977,    and   may  have  been  substantially  greater  yet. 
Similarly,  the  annuity  equivalents  df  ndnphyslcian  health  prdfessidnals,  which 
In  1967  had  been  less  than  50  percent  df  those  of  lawyers,  exceeded  lawyers  by 
more    than    100    percent    in    1977.      Essentially,    earnings    In   the  dther 
prdfessldnal  and  related  dccupatidns  declined  significantly,   and  cdnverged, 
dver   the   decade,    while   earnings  df  health   prdfessidnals,    physicians  and 
ndhphysicians  alike,  increased  even  mdre  dramatically.     Thus,   even  adjusting 
earnings  fdr  differences  in  the  cdsts  (including  time)  required  fdr  educatldtl 
and  training  and  fdr  time  devdted  td  prdfessldnal  activity,  the  Investment  in 
physician  training  was  quite  prdfitable  in  the  19503  and  has  becdme  even  more 
so  subsequently. 

While  basic  physician  training  is  found  td  be  highly  (almdst  uhddubtedly 
Indrdinately)   prdfitable,    physician  specializatidn  and   especially  surgical 
specializatidn  is  cdmparably  prdfitable.     Thus,   by  cdmparisdn  td  general 
practitioners,    adjusted    present  values  df  expected   lifetime   earnings  df 
surgical  specialists   are  generally  10  td  40  percent  greater.     In  terms  df 
annuity  equivalents,  the  surgical  specialist's  differential  earnings  are  wdrth 
between  B3,000  and  $110,000  per  year  (cdnstant  1972  ddllars).     Pediatrics  Is 
the  dnly  specialty  In  which  adjusted  earnings  are  significantly  beldw  thdse  df 
general  practice.     Adjusted  present  values  df  expected  lifetime  earnings  and 
assdciated  annuity  equivalents,  by  specialty,  are  presented  in  Table  0.2. 
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TABLE  0.1 

Occupatldaal  Rankings  by  Annual  Annuilty  EciuiJvalents ,   1957-1' 977 


1'957 

Physicians 
Lawyers 

0th.  hLth.  prof. 


Exlre-nely  High 
(  >$3,000) 

Very  High 

($2,000/53,000) 

High 

(Sli,000/B2,0Q0) 


Mean  0th.  man.,  admin. 

(-$1i,000/Sli,000)    En  gineers 

Librar.,  sdc.  sc. 
Life,  phy.  sc. 
Trade  nanagers 
Writers  et  al . 


Ldw 


Accduntants 


(-$2,000/-$1l,0Q0)  Public  aduin. 

0th.  tech. 
Eng.,  sc.  tech. 

Very  Ldw  Cdllege  faculty 

(-$5,Q0Q/-$2,000)  Hlth.  tech. 


Extreinely  Ldw 
(  <  -S3, 000) 


Teachers 
Clergy 


V912 

Physicians 
Lawyers 

0th.  hlth.  prdf. 

Architects 

Librar. ,  sdc .  sc . 
Bank  dfficers 
0th.  -nan.,  aduin. 

Math.  spec. 
Accduntants 
Engineers 
Hlth.,  ed.  aduin. 
Writers  et  al . 
Life,  phy.  sc. 
Cdnputer  spec. 
Trade  managers 


0th.  tech. 
Public  aduin. 
Eng.,  so.  tech. 
Cdllege  faculty 

Hlth.  tech. 

Teachers 
Clergy 


1977 

Physicians 

0th.  hlth.  prdf. 

Lawyers 


Bank  dfficers 


Engineers 
Librar.,  sdc.  sc. 
0th.  -nan.,  admin. 
Math.  spec. 
Architects 
HI th . ,  ed .  admin. 
Accduntants 
Cdmputer  spec. 
Trade  managers 
Life,  phy.  sc. 

Writers  et  al. 
Eng.,  sc.  tech. 
Public  admin. 


Cdllege  faculty 
0th.  tech. 
Teachers 


Hlth  tech. 
Clergy 
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TABLE  0.2 

Physician  Specialty  Adjusted  LLfetine  Earnings  and  Annuity  Eq^uivalents 


Specialty 

Ratid 

AN^ 

Rat  id 

AN^j 

td 

td 

GP 

GP 

Neurdldgical  surgery 

(3) 

S520. 

4 

1  . 

33 

$37 IM  1 

B522. 

0 

1  . 

30 

$31144 

Orthopedic  surgery 

(3) 

501  . 

4 

1  . 

29 

7529  ! 

$504. 

8 

11. 

27 

71' 63 

Cardidldgy 

(M) 

592. 

5 

11. 

27 

7H7  ! 

595. 

1 

1  . 

25 

5637 

Opthalnoldgy 

(3) 

533. 

6 

1i. 

27 

5907  I 

530. 

4 

1  . 

22 

5794 

Otd Id laryngology 

(3) 

555. 

5 

11. 

19 

5054  ! 

543. 

7 

11. 

15 

401  9 

General  surgery 

(3) 

539. 

2 

1  . 

15 

41 55  ! 

539. 

8 

11. 

13 

3531 

Obstetrilcs/gynecdldgy 

(3) 

528. 

2 

1  . 

14 

3535  ! 

533. 

3 

1  . 

12 

51  67 

Radidldgy 

(H) 

502. 

4 

1  . 

03 

2094  ' 

500. 

9 

1. 

05 

H351I 

Allergy 

(M) 

501  . 

3 

1  . 

03 

2029  1 

^90. 

4 

1  . 

03 

760 

MEAN 

499. 

1 

1  . 

07 

11905  ' 

499- 

9 

11. 

05 

r295 

Pathdldgy 

(H) 

493. 

0 

1  . 

07 

11358 

504. 

4 

1  . 

06 

1543 

Dermatdldgy 

(M) 

497. 

7 

11. 

07 

11328 

4811. 

7 

V. 

01 

270 

Internal  nedicine 

(M) 

487. 

6 

H. 

05 

11255 

4911. 

4 

1  . 

03 

81  2 

Urdldgy 

(3) 

477. 

8 

11. 

03 

7111 

473. 

6 

11. 

00 

100 

General  practice 

(M) 

XS5. 

2 

1  . 

00 

0 

476. 

9 

11. 

00 

0 

Gast rdenterdldgy 

(M) 

455. 

0 

1  . 

00 

-8 

472. 

2 

0. 

99 

-264 

Psychiatry 

(M) 

454. 

5 

0. 

93 

-601 

445. 

7 

0. 

94 

-1  699 

Anesthesidldgy 

(H) 

447. 

6 

0. 

96 

-935 

447. 

1 

0. 

94 

-V699 

Pediatrics 

(M) 

412. 

4 

0. 

89 

-29^3 

413. 

6 

0. 

37 

-3534 

Ndte:  PV.,  pVy  denote  present  values  df  lifetime  earnings,  adjusted 

(a;  and  unadjusted  (u)  fdr  hdurs-  of-  wdrlc  differences.  In  thdusands  df 
cdnstant  1972  ddllars. 

denotes  annuity  equivalent,  by  cdnpariJsdn  td  general  practice, 
cdrrespdnding  td  PV^,  ia  cdnstant  1972  ddllars. 

(S),  (H)  and  (M)  dendte  surgical,  hdspLtal-  based  and  nedical 
specialties,  respectively. 
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3.       POLICY  IMPLICATIONS 

The  finiings  Of  this  stuiy  prd/iie  substantial  suppdrt  for  prOpOsei  pcJlicies 
which  would  reiuce  subsidies  td  -aeiical   training  ani  speci  alizatidn  and  which 
wduld   attempt    td   reduce   lev^els  df   physician   fees    and   earnings.  Because 
physician  earnings   dd  appear  td   incdrpdrate   a  large  eletvent  df  pure  rant, 
i'nterventidns  cduld  be  inplenented  in  such  a  nanner  as  td  significantly  reiuce 
expenditure  dn  physician  3er\rices  and  yet  avoid  undesirable  respdnses  (e.g., 
increases  in  numbers  df  prdcedures  perfdr-ned  in  drder  td  dffset  reductions  in 
cdnpensatidn  per  procedure). 

Perhaps  the  most   interesting  and   potentially  inpOrtant   finding  of  the 
study  Ls   that  the  narket  cdnfrOnting  the  individual  nedical  practitioner  is 
Indeed  eKtrenely  noncdnpetitive.     Evidence  concerning  the  elasticity  Of  denand 
for  the  practitioner's  services  (i.e.,   the  degree  td  which  increases  in  price 
result    in   declines   in   patient   demands   for   services)    indicates    that  the 
physician's  denand  is  highly  inelastic.     While  this  inelasticity  pemits  the 
physician  td  charge  high  fees  and  secure  suprandrmal  earnings,  it  alsd  dffers 
substantial  scdpe  fdr  indirect  but  pdtentially  highly  successful  and  sdcially 
beneficial  interventidn  into  the  narket  fdr  physician  services.  Specifically, 
this   finding   indicates   that   even   relatively  nOdest   public    policy  actions 
designed  to   foster  cOnpetitidn  anong  physicians   (or  between  physicians  and 
Other  potential    suppliers  df  medical    services)   may  have   very  significant 
consequences  fdr  physician  fees  and  earnings.     Had  the  Individual  physician 
been  fdund   to  be  iJn  a  highly  competitive  environnent   ( vis-   a-  vis  other 
physicians),   with  high  earnings   due  Only,    e.g.,    to   entry  barriers,  then 
attenpts  to  increase  co-npetition  wduld  have  little  iomediate  effect.     In  fact, 
it    appears   that   even  snail,    incremental   mdvements   to   reduce  institutional 
constraints  On  competition  between  physicians  may  lead  td  marked  reductions  in 
fees  and  in  the  ecdhdmic  rents  incdrpdrated  in  physician  earnings. 


March  15,  1985 


Summary 


^ 


People  of  the  same  trade  seldom  meet  together,  even  for  merri- 
ment and  diversion,  but  the  conversation  ends  in  a  conspiracy 
against  the  public,  or  in  some  contrivance  to  raise  prices.  It  is  im- 
possible indeed  to  prevent  such  meetings,  by  any  law  which  either 
could  be  executed,  or  would  be  consistent  with  liberty  and  justice. 
But  though  the  law  cannot  hinder  people  of  the  same  trade  from 
sometimes  assembling  together,  it  ought  to  do  nothing  to  facilitate 
such  assemblies;  much  less  to  render  them  necessary. 

A  regulation  which  obliges  all  those  of  the  same  trade  in  a  par- 
ticular town  to  enter  their  names  and  places  of  abode  in  a  public 
register,  facilitates  such  assemblies.  It  connects  individuals  who 
might  never  otherwise  be  known  to  one  another,  and  gives  every 
man  of  the  trade  a  direction  where  to  find  every  other  man  of  it. 

A  regulation  which  enables  those  of  the  same  trade  to  tax  them- 
selves in  order  to  provide  for  the-r  poor,  their  sick,  their  widows  and 
orphans,  by  giving  them  a  common  interest  to  manage,  renders  such 
assemblies  necessary. 

An  incorporation  not  only  renders  them  necessary,  but  makes  the 
act  of  the  majority  binding  upon  the  whole.  In  a  free  trade  an  ef- 
fectual combination  cannot  be  established  but  by  the  unanimous 
consent  of  every  single  trader,^^  and  it  cannot  last  longer  than  every 
single  trader  continues  of  the  same  mind.  The  majority  of  a  cor- 
poration can  enact  a  bye-law  with  proper  penalties,  which  will  limit 
the  competition  more  effectually  and  more  durably  than  any  volun- 
tary combination  whatever. 

The  pretence  that  corporations  are  necessary  for  the  better  gov- 
ernment of  the  trade,  is  without  any  foundation.  The  real  and  ef- 
fectual discipline  which  is  exercised  over  a  workman,  is  not  that  of 
hisxorporation,  but  that  of  his  customers.  It  is  the  fear  of  losing 
their  employment  which  restrains  his  frauds  and  corrects  his  negli- 
gence. An  exclusive  corporation  necessarily  weakens  the  force  of  this 
discipline.  A  particular  set  of  workmen  must  then  be  employed,  let 
them  behave  well  or  ill.  It  is  upon  this  account,  that  in  many  large 
incorporated  towns  no  tolerable  workmen  are  to  be  found,  even  in 
some  of  the  most  necessary  trades.  If  you  would  have  your  work 
tolerably  executed,  it  must  be  done  in  the  suburbs,  where  the  work- 
men, having  no  exclusive  privilege,  have  nothing  but  their  char- 
acter to  depend  upon,  and  you  must  then  smuggle  it  into  the  town 
as  well  as  you  can. 

It  is  in  this  manner  that  the  policy  of  Europe,  by  restraining  the 
competition  in  some  employments  to  a  smaller  number  than  would 
otherwise  be  disposed  to  enter  into  them,  occasions  a  very  important 
inequality  in  the  whole  of  the  advantages  and  disadvantages  of  the 
different  employments  of  labour  and  stock. 


Adam  Smith   (1776,  pp.  128-9) 
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